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Housing matters in many ways.  For
most families, it’s their largest
expense and primary asset.  For
towns in New England, housing is the
main source of revenue, via property
taxes, but its school-age occupants
also consume much of the local pub-
lic spending dollar.  At the county or
regional level, affordable housing can
promote economic development; yet
too much low-quality housing can
deter growth.  And even at the nation-
al level, the housing sector can drive
an economic expansion.  But, overly
leveraged, it also can drag an econo-
my into the tank.
All the complexity makes housing
markets tricky to understand and even
trickier to manipulate.  Our analysis of
Connecticut data, over time and across
towns, shows a remarkable variation in
home prices and strong linkages
between the median sales price and
community characteristics.  Such link-
ages can frustrate efforts to promote
affordable housing, reduce property
taxes, or preserve open space.
LOOKING BACK
Connecticut’s housing market,
like most in the U.S., has experienced
a period of expansion—rising prices,
lots of new construction, and an active
market for existing homes.  But, as in
many other states, Connecticut’s hous-
ing market has weakened of late and,
based on historical patterns, some
parts of the state will feel the effects
more strongly than others.
The Boston-based Warren Group
reports annual median sales price
(MSP) data for single-family homes,
for each of Connecticut’s 169 towns.
For each year, 1988-2007, we con-
structed a county-level estimate of
MSP by taking a weighted average of
town MSPs in that county, with
weights based on each town’s share of
the county’s total number of sales. 
Connecticut is compact, but
home prices still vary greatly and, if
anything, the differences have grown.
In 1988, Fairfield County’s MSP
($262,700) was more than 2.3 times
that of Windham County ($112,432).
By 2007, Fairfield’s MSP had
increased 173.3%, to $717,892, while
Windham’s figure had risen only
80.9%, to $203,336.  As a result,
Fairfield’s MSP is now more than 3.5
times the figure for Windham.
Time also has altered the MSP-
ranking of some counties.  In both
1988 and 2007, Fairfield County
topped the MSP list, New Haven
ranked 5th, and Windham held the
8th spot.  The other five counties
changed rankings between 1988 and
2007: Hartford dropped from 2nd to
6th, Middlesex rose from 3rd to 2nd,
Tolland fell from 4th to 7th, Litchfield
climbed from 6th to 3rd, and New
London jumped from 7th to 4th place.
New London also registered the sec-
ond-highest growth rate of MSP:
91.0% over the 19-year period.
By normalizing each county’s
MSP to 1.0 in 1988, we also can see
how differently some areas were affect-
ed by the property-market downturn
in the late 1980s and early 1990s.  The
chart shows how the MSP in each
county has changed over time, relative
to its initial value in 1988.  To reduce
some clutter, only four of the counties
are tracked: Fairfield, New London,
Litchfield, and Hartford.  Graphs for
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the other four counties (Middlesex,
New Haven, Tolland, and Windham)
generally lie between the lines shown
for Hartford and New London.
Each county (including the omit-
ted four) experienced a slump, but the
downturns began in different years
and varied in duration.  Fairfield’s
MSP index fell below 1.0 in 1990-
1992, recovered by 1993, and
remained stable for several more years
before it began to rise in earnest in
1996.  Litchfield’s MSP index fell
below its initial value in 1991 and did
not regain that level until 1998; prices
rose thereafter, but have softened in
the last two years.  New London’s hous-
ing slump was even more prolonged,
with the MSP index below 1.0 from
1989 to 2000.  Since 2001, though,
New London’s index has risen (in per-
centage terms) almost as rapidly as
Fairfield’s, buoyed by casino expan-
sions, shoreline tourism, and federal
decisions to retain the Groton sub base
and to award new contracts to Electric
Boat.  Hartford’s MSP index did not
surpass its initial value until 2002, and
by 2007 had risen only 43% above its
1988 base, reflecting the sluggishness
of the Capitol Area’s economy in the
1990s.
LOOKING AROUND
As shown, home prices vary con-
siderably over time, and not always
upward.  They also differ sharply
across locations, but it’s the character-
istics of particular places, not simply
their geographic coordinates, that
affect prices.  Once built, housing is
essentially immobile, so markets tend
to “capitalize” local attributes, good
and bad, into home prices.  And, while
“cream puffs” and “lemons” may exist,
property markets appear to be remark-
ably efficient when it comes to valuing
local characteristics.  One way to
examine this process is to statistically
relate MSPs to observable features that
might affect individuals’ willingness-
to-pay for housing.  To do this, we
return to the Warren Group data for
individual towns.
In 2006, for instance, the MSP
ranged from $159,900 in Waterbury
to $1,767,500 in Greenwich, an 11-
fold difference.  But homes in
Greenwich are larger, nearer New
York, less plagued by crime, less heavi-
ly taxed, and possibly better served by
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Though the median price—the price at
which half the homes sell for more and half
sell for less—is a common measure of
home values, it has some drawbacks.
Chief among them: it fails to control for 
variations in quality.
UConn’s Center for Real Estate and Ur-
ban Economic Studies offers an alternative,
constant-quality measure of home prices
at: www.business.uconn.edu/cms/p270.
Click on the link for CT Data/Indices.
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local government than homes in
Waterbury, so at least some of the large
differential is understandable.  The
critical questions are:  How much do
various community characteristics
influence median property values?
And how precise are such estimates? 
Using data for all of Connecticut’s
169 townships, we regressed the MSP
in 2006 on the variables listed in the
table below.  To control for differences
in the size of the median-priced home,
we first included a variable for the
town’s median number of rooms in
owner-occupied units, from the 2000
Census.  Two other Census variables
were included: the percentage of adults
(age 25+) in the town with at least a
bachelor’s degree, and the percentage
of the town’s population living in
households with incomes below the
poverty level.  Other potential sources
of variation in MSP included the num-
ber of “index crimes” per 100,000 res-
idents, net current educational expen-
ditures per pupil, non-educational
expenditures per capita, the equalized
mill rate (a measure of the effective
property tax rate), and distances from
the region’s two major economic cen-
ters, Boston and New York.  
The table shows the minimum,
average, and maximum value of each
variable, the max/min ratio, the esti-
mated percentage change in MSP asso-
ciated with a 10% increase in that vari-
able, and the “p-value,” a common
measure of “statistical significance” or
precision of the estimate; p-values
smaller than 0.05 are generally regard-
ed as very statistically significant.
Together the nine explanatory
variables account for 94.7 percent of
the town-level variation in MSP in
2006.  Not surprisingly, towns with
physically larger homes have a higher
MSP, but the MSP is also larger in
communities with more college-edu-
cated residents, more school spending
per pupil, and more non-educational
spending per capita.  Significant nega-
tive effects on MSP include a higher
number of index crimes per 100,000
residents, and a higher effective prop-
erty tax rate.  Distances from Boston
and New York also tend to reduce
MSP, with the latter’s effect stronger.
Only the poverty variable is not statis-
tically significant.  All other results are
consistent with predictions, based on
economic theory, about the effects of
social, fiscal, and geographic character-
istics on property values.
SOME POLICY LESSONS
Our results show that, far from
being arbitrary, housing prices general-
ly reflect the benefits and costs of liv-
ing in particular communities.  This
has implications for a variety of public
policies or issues related to housing
markets.  Consider three examples:
affordable housing, property tax
reform, and open space preservation.
Affordable housing has been a
long-standing issue in Fairfield
County, where high housing prices and
rents force lower-income workers to
crowd into smaller units or commute
further, adding to traffic congestion.
But, as shown, housing prices in south-
western Connecticut are high for a
variety of reasons that can’t be wished
away or easily suppressed.  Loosening
zoning restrictions might facilitate
development of multi-family units,
but high construction costs and favor-
able site advantages will probably still
result in quite expensive units.
Making housing more affordable in
“high rent” areas like Fairfield County
may require supply-side subsidies to
builders or landlords, or demand-side
subsidies to lower-income households,
but affluent communities often resist
such policies. 
Property tax reduction also has
been proposed as a way of containing
overall housing costs.  Yet any reduc-
tion in property tax rates, facilitated by
state-level grants to a community, will
tend to increase the price of housing,
offsetting at least some of the effect of
lower tax rates.  
Similarly short-sighted is the
notion that more state grants to
municipalities will encourage open
space preservation by reducing towns’
reliance on property taxes and, hence,
their need to allow more development.
An increase in state support and reduc-
tion in the local property tax rate
would tend to increase the demand for
development in a community, making
it more, not less, difficult to preserve
open space.  
If there were simple ways to con-
tain housing prices, reduce property
taxes, and preserve open space, we
would have stumbled upon them long
ago.  Housing markets react to policy
changes, often producing effects that
contradict the stated goals.  These mar-
ket responses can be frustrating, but
wishing them away won’t make them
vanish.
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